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This is the second paper arising from a CIFR project examining capacity in an investment management 
context. The first paper outlined issues and methods for evaluating the capacity of an individual fund that 
invests based on a specific investment signal or strategy (see “Evaluating Fund Capacity: Issues and 
Methods”, WP 124/2016). This second paper considers the management of capacity from the perspective 
of institutional asset owners running multi-asset portfolios, such as superannuation funds.  
 
The research highlights how asset owners should manage capacity by using their flexibility to choose where 
and how they invest. It discusses the manner in which the level and drivers of capacity vary across asset 
classes and investment strategies, with the implication that funds of differing size should be approaching 
investment differently. In other words, the link between size and capacity is best viewed as a ‘horses for 
courses’ issue. As a consequence, optimal scale need not exist for asset owners that run multi-asset 
portfolios. The paper also identifies the challenges around managing capacity when investing through 
external investment managers, and provides suggestions for how these challenges might be met. 
 
The research is arranged around four questions, with the key points summarised below: 
 
A. How does capacity differ across asset classes? There are two key drivers of capacity across asset 
classes. The first is the nature of the investment universe, including: its total value or size; the extent to 
which assets can be readily accessed; and the nature of other investors operating in the market. The 
second driver is whether the asset is traded in public (i.e. listed) versus private (i.e. unlisted) markets. 
Capacity tends to be restricted in public markets such as equities due to limits on the ability to trade and 
capture value in large size, which stems from the open and competitive nature of these markets. By 
contrast, size can be an advantage in certain private markets, such as unlisted property or 
infrastructure, where the ability to source and then manage the assets are critical factors.  
 
B. Why types of strategies offer greater capacity? Five attributes of scalable investment strategies include: 
(1) capable of being successfully applied to asset universes that are large and illiquid; (2) limited reliance 
on constant trading in large volume; (3) liquidity supplying, rather than liquidity demanding; (4) low 
competition from other investors; and (5) size gives rise to economies. Seven strategies are identified 
that possess some of these attributes: core portfolios; long-term strategic investments; contrarian 
 
 
 
 
investing; thematic investing; participation in large capital raisings; market making; and investing in 
selected private markets.   
 
C. How might capacity be used in a multi-asset context? Asset owners should focus attention on where 
the balance between return opportunities and capacity is most appropriate for their particular size. 
Small funds can use their ability to be nimble, and pick up opportunities that are insignificant to larger 
players, e.g. small-cap equities. Large funds should do better in large markets where size provides a 
competitive advantage via the ability to provide substantial capital supported by considerable 
organizational resources, e.g. certain unlisted markets, such as direct property and infrastructure. Larger 
funds might also consider whether they may be better off managing in-house; or focusing on market 
exposures or ‘beta’, rather that pursuing ‘alpha’. Optimal scale in investment management does not 
necessarily exist under conditions where some assets or strategies benefit from economies of scale, 
while others suffer diseconomies of scale.  
 
D. What issues need to be addressed when employing external managers? A range of agency issues arise 
for managing capacity when investing through external fund managers. Asset owners, fund 
management companies and fund managers can all have differing objectives, and may adopt various 
actions in pursuit of those objectives. The research outlines the challenges that arise as a consequence, 
and makes suggestions for managing them. Questions are offered that an asset owner might ask fund 
managers, to gauge whether they are managing their capacity with investor interests in mind. It is 
recommended that asset owners remain alert to changes that could reveal emerging capacity problems 
for a manager; undertake their own analysis of fund capacity; and be aware of the game play around 
capacity.  
 
The third and final paper in this CIFR project will illustrate the application of approaches for evaluating 
capacity for a specific fund or strategy, and investigate the sensitivity of capacity estimates to the method 
used.     
 
 
 
